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or not th ese  funds would otherw ise be e l i g i b l e  for  c o l l e c t i v e  investment by a bank.
These exempt funds must be deducted from a covered c r e d i t o r ' s  base as w e l l  as from 
i t s  weekly rep ort. An amended base report should be f i l e d  i f  n ecessary .

6 . What methods can a money market fund use to  determine the proportion  o f  i t s  
sh ares , u n i t s ,  or other in t e r e s t s  that represent exempt funds o f  f id u c ia r ie s ,  for  
the purpose o f  weekly reports?

Answer: For new accou n ts ,  a fund must determine whether funds o f  the shareholder
are e l i g i b l e  for  e x c lu s io n .  This can be accomplished by perm itting  the purchaser to  
id e n t i fy  h im se lf  as e l i g i b l e  on h is  purchase order, provided the purchase forms 
c le a r ly  s e t  forth  the substance o f  in te r p r e ta t io n s  above as to  who i s  e l i g i b l e .

For e x i s t in g  accounts w ith  balances over $100,000, the fund must determine th e  
e l i g i b i l i t y  o f  the funds o f  each account h o ld er . For e x i s t in g  accounts w ith  balances  
under $100,000, the fund may determine exempt hold ings by sampling a t  l e a s t  one 
ten th  o f  those  accounts .

Funds accep tin g  moneys from bank t r u s t  departments or insurance companies may r e ly  
on the rep resen ta tion s  o f  th ose  organ iza tion s  as to  the proportion o f  shares they  
hold th a t  may be excluded.

7. Can a covered c r e d ito r  choose not to  take the exemption and assume th a t  i t  has 
no f id u c ia r y  shareholders fo r  reporting  purposes?

Answer; No. I t  must determine i t s  proportion  o f  f id u c ia r y  shareholders .

8 . Which covered c r e d ito r s  must be ag g reg a ted 'fo r  reporting  purposes?

Answer: A l l  managed c r e d ito r s  th at are s e r i e s  o f  shares o f  a s in g le  r e g is te r e d
investment company and are not tax exempt bond funds must be aggregated for reporting  
and s p e c ia l  d ep osit  purposes. A l l  tax  exempt managed c r e d ito r s  th a t  are s e r i e s  o f  
shares o f  a s in g le  investm ent company must be aggregated apart from the s e r i e s  that  
are not tax  exempt. An investment company th a t  has a s e r i e s  o f  shares th a t  i s  a 
managed c r e d i to r ,  and s e r i e s  th a t  are n o t ,  may not aggregate those s e r i e s  even though 
the investment company as a whole i s  a managed cr e d ito r :  i t  must report on ly  the
s e r ie s  th a t  are managed c r e d i to r s .

A bank t r u s t  department must aggregate for  reporting  and s p e c ia l  d ep o s it  purpose a l l  
o f  i t s  c o l l e c t i v e  investment funds, master n o te s ,  and other c o l l e c t i v e  investment 
v e h ic le s  th a t  are managed c r e d i to r s .

Separate s e r i e s  o f  a u n it  investment tr u s t  are never aggregated . Each s e r i e s  th a t  i s  
a covered c r e d ito r  must f i l e  a sep arate  report.

9 .  Must a managed c r e d ito r  th a t  has no s p e c ia l  d ep o s it  l i a b i l i t y  f i l e  reports?

Answer: A l l  managed c r e d ito r s  must f i l e  a base rep ort .  A managed c r e d ito r  whose
covered c r e d i t  i s  l e s s  than 80 percent o f  i t s  base need not f i l e  regu lar  weekly rep o rts .  
T hereafter  when such a managed c r e d i t o r ' s  covered c r e d i t  exceeds i t s  b a se ,  i t  should  
f i l e  weekly reports whether or  not i t  i s  required to  hold a s p e c ia l  d e p o s it  u n t i l  i t s  
covered c r e d i t  f a l l s  below 80 percent o f  i t s  base .
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Correction:

Q uestion 1 on page 1 o f  General q u est io n s  regarding Short Term F inan cia l  
I n te m e d ia r ie s  (A pril 11, 1980) contained an error in  th e  second paragraph. The 
c o r r e c t io n  q u est io n  and answer are  as fo l lo w s :

What does pr im arily  r e a l l y  mean?

Answer: For a u n it  investment t r u s t  pr im arily  means any amount g rea te r  than zero
p ercen t.  A t r u s t  whose investm ents have i n i t i a l  m a tu r it ie s  o f  14 months may be 100 
percent in v es ted  in  a s s e t s  w ith  remaining m a tu r it ie s  o f  13 months for  most o f  i t s  
d u ration . T herefore , i n  order to  avoid  th e  s p e c ia l  d e p o s i t  requireme n t , a unit
investment t r u s t  must be f u l l y  in v es ted  in  longer  term a s s e t s  on i t s  se t t le m e n t  d a te .

4 .  S ec t io n  2 2 2 .1 2 (c )  o f  th e  rev ised  Subpart excludes from covered c r e d i t  th e
proportion  o f  a covered c r e d i t o r ' s  e x ten s io n s  o f  c r e d i t  th a t  represent th e  ho ld ings  
o f  t r u s te e s  and o th er  f id u c ia r ie s  whose h o ld in gs  would be e l i g i b l e  fo r  c o l l e c t i v e  
investm ent by a bank provided th ey  are held in c id e n ta l ly  to  th e  management o f  other  
t r u s t  a s s e t s .  What can be considered  to  be held in c id e n ta l ly  to  the management o f  
oth er  t r u s t  a s se t s?

Answer: The preamble to  rev ised  Subpart B in d ic a te s  t h a t ,  g e n e r a l ly ,  moneys held  by
a bank or t r u s t  company pursuant to  a bona f id e  t r u s t  purpose are  w ith in  the  
in c id e n ta l ly  e x c lu s io n  even though they  may tem porarily  be in vested  la r g e ly  in a short  
term investm ent fund. The ho ld ings o f  any t r u s t  whose income i s  not considered to  
be the current income o f  th e  grantor under the a t t r ib u t io n  ru les  o f  the In terna l  
Revenue Serv ice  (Treasury R egulations s e c t io n s  1 .6 7 1 -1 .6 7 8 )  are not covered c r e d it  
under t h i s  r u le .  The h o ld ings  o f  a t r u s t  (other than a pension plan whose b e n e f ic ia r y
has r e t ir e d  and i s  r e c e iv in g  b e n e f i t s )  the income o f  which i s  cu rren tly  a t tr ib u ta b le
to  the grantor are covered c r e d i t  i f  50 percent or more o f  i t s  a s s e t s  are in  a money
market fund or th e  short term investment fund o f  a bank.

5 . Are funds held  by o ther  types o f  f id u c ia r ie s  excluded from covered cred it?

Answer: G enerally , on ly  funds held by a t r u s t e e ,  execu tor , ad m in istra tor , guardian,
or a custod ian  under th e  Uniform G ifts  to  Minors Act are excluded. However, ho ld ings  
o f  a p r iv a te  foundation organized as a corporation  are excluded. A lso excluded are  
funds held by any tax deferred  retirem ent p lanning v e h i c l e ,  in c lu d ing  funds held by 
a separate  account o f  an insurance company under annuity con tracts  which provide for  
a su b s ta n t ia l  fron t or rear end s a le s  load or redemption charge, IRA and Keogh p la n s ,  
and funds held  pursuant to  s e c t io n s  403(b) or 457 o f  the In tern a l Revenue Code, whether

*The l a s t  previous s e t  o f  q uestion s  and answers on t h i s  sub jec t  was issu ed  A p r il  11, 
1980 (Set No. V .) .




